
The Chesapeake and Potomac
Telephone Company of Virginia

The Company provides billing and collection services, including recording,
rat ing ,  b i l l  process ing  and  b i l l  r e n d e r i n g ,  f o r  i n t e r e x c h a n g e  crrrfcrs.  T h e
largest purchaser of  bil l ing and collection services i s  American Telephone  a n d
Telegraph Company (AT&T). During the last severa l  years,  however ,  AT&T ceased
its purchase of  interstate WATS, private l ine bil l ing and billing’ inquiry
services from the Company, as well  as its purchase of  ?lTS billing for a small
percentage  of its total  customer base. By October 1991, AT&T had also ceased
its purchase of rating and most recording services from the Company. The
Company  has also entered into arrangements to provide billing services for MCI
Communications Corporation (MCI), US Sprint Communications Company (US Sprint)
and certain other carriers.

The Company has been making and expects to continue to make significant
construction expenditures to meet the demand for communications services and
to further improve such services. The total investment in plant, property and
equipment increased from $4,503.5  million at December 31, 1989 to $4.807.1
million at December 31, 1990, and to $4,949.6  million at December 31, 1991, in
each case after giving effect to retirements, but before deducting accumulated
depreciation at such date. Construction expenditures of the Company were
$387.5 million in 1990 and $384.5 million in 1991 (see Item 2 - “Properties”
for an analysis by component of such expenditures).

The Company is projecting construction expenditures of approximately $400
mill ion for 1992. Substantially all of these funds are expected to be
generated internally. Some external financing may be necessary or desirable.

LINE OF BUSINESS RESTRICTIONS

Prior to January 1, 1984, the Company was an associated company of the Bell
System and was a wholly-ovned subsidiary of AT&T. Pursuant to a
court-approved divestiture (Divestiture), AT&T transferred those assets of t h e
Bell System operating companies (BOCs). including the Company, that related to
exchange telecommunications, exchange access functions and printed directory
advertising to seven nevly formed regional holding companies (RHCs), including
Bell  Atlantic.
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The consent decree (Consent Decree) and the plan of reorganization (Plan),
which set forth the terms of  Divestiture, contained certain provisions
re lat ing  to  the  post -Divest i ture  ac t iv i t ies  o f  the  RWCs. The Consent Decree’s
pr inc ipa l  restr i c t ions  on  post -Divest i ture  act iv i t ies  of  the  RHCs i n c l u d e d
prohibitions on providing interexchange telecommunications or information
services, engaging in the manufacture of telecommunications equipment and
customer premises equipment (CPE)*,  or entering into any non-
telecommunications businesses vithout Court approval. The United States
District Court for the District of Columbia (Court)  has retained jurisdiction
over the construction, modification, implementation and enforcement of the
Consent Decree.

On September 10, 1987, the Court’issued an opinion eliminating the prohibition
on entering into any non-telecommunications business. Hovever, the Court
refused to eliminate the restrictions relating to manufactur ing  or  prov id ing
interexchange services. Jith  respect to in format ion  serv ices ,  the  C o u r t
issued an opinion on March 7, 1988 which permitted the RHCs to engage in a
number of information transport functions as well as voice storage and
retr ieva l  serv ices , including voice messaging and electronic mail o f fer ings
and certain information gateway services. The  RHCs vere generally prohibited,
hovever.  from providing the content of the data they transmit. As the r e s u l t
of an appea l  by Bel l  At lant i c , the  other  RHCs and other  part ies  o f  the  Court’s
September 10, 1987 decision, the Court of Appeals has ordered the Court to
reconsider the RHCs’ request to provide information content under a standard
more favorable to the RHCs. On July 25, 1991, the Court granted that request,
but imposed a stay pending appeal of that dec is ion . On October 7, 1991, t h e
Court of Appeals vacated the stay, permitting the RHCs to provide information
services.

FCC REGULATION AND INTERSTATE RATES

The Company is subject to the jurisdiction of the Federal Conununicatfons
C o m m i s s i o n  (FCC) vith respect to interstate services and certain related
matters. The FCC prescribes a uniform system of accounts for’ielephone
c o m p a n i e s  (vhich  vas revised,  effective January 1,  1988), interstate
depreciation rates and the principles and standard procedures used to separate
plant investment, expenses, taxes and reserves betveen those applicable t o
interstate sarvices  under the jurisdiction of the FCC and those applicable t o
intrastate services under the jurisdiction of the respective state regulatory
authorities (separations procedures). The FCC also prescribes procedures f o r
allocating costs and revenues betveen regulated and unregulated activities.

* Customer premises equipment includes telephone sets and private branch
exchanges (PBXs)  used by a customer on the customer’s premises t o
or ig inate , route or receive telecommunicntions.
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Interstate Access Charges

The Company provides intraLATA service but does not participate in t h e
provision of interLATA service except through offerings of exchange a c c e s s
serv ice . The FCC has prescribed structures for exchange access Cariffs to
specify the charges (Access Charges) for use of the  Company’s  facilities u s e d
or available for the origination and termination of  interstate interlATA
serv ice . These charges are intended to recover the related costs of the
Company which  have been allocated to the interstate jurisdiction (Interstate
Costs) under the FCC’s separations procedures.

In g e n e r a l , the tariff  structures prescribed by the F C C  prov ide  t h a t
Interstate Costs of the Company vhich do not vary based on usage (non-traffic
sensitive costs) are recovered from subscribers through flat monthly charges
(Subscriber Line Charges), and from interexchange carriers through usage
sensitive Carrier Common Line (CCL) charges. (See “FCC Access Charge Pooling
Arrangements.“) Traffic-sensitive Interstate Costs are recovered from
carriers through variable access charges based on several factors,  primarily
usage.

In May 1984, the FCC authorized the implementation of Access Charge tariffs
for “sv i tched  access  serv ice” (access to the local exchange netvork) and of
Subscriber Line Charges  for multiple-line business customers (up to $6.00 p e r
month per line). In June 1985. the FCC authorized Subscriber Line Charges f o r
residential and single-line business customers at the rate of $1.00 per m o n t h
per  l ine , vhich increased to $2.00 effective June 1, 1906,  to  $2 .60  e f fec t ive
July 1, 1987, to $3.20 effective December 1, 1988, and to $3.50 on
Apr i l  1, 1989 . The Company is currently charging $3.50 for residential and
single-line business customers and $5.05 for multiple-line business customers.

As a result of the phasing in of  Subscriber Line Charges,  a substant ia l
port ion  of non-traffic  sensitive Interstate Costs is nov r e c o v e r e d  d i r e c t l y
from subscribers, thereby reducing the per-minute CCL charges to interexchange
carr iers . The significant reduction in CCL charges has tended to reduce t h e
incentive to interexchange carriers and their high-volume customers to bypass
the Company’s svitched netvork via special access lines or alternative
communications systems. (See “Competition - Bypass .“)

FCC Access Charge Pooling Arranncmcnts

The  F C C  previously required that all local exchange  carriers (LECs), including
the Company, pool revenues from CCL and Subscriber Line Charges vhich cover
Interstate Costs associated vith lines from subscribers’ premise8 to te lephone
company centra l  offices ,  i . e . , the  non- tra f f i c  sens i t ive  costs  of the  loca l
exchange netvork. To administer such pooling arrangements, the FCC mandated
the formation of the National Exchange Carrier Association, Inc. ( N E C A ) .

Some LECs  received more revenue from the pool than they billed their
interexchange carrier customers using the nationvide average CCL rate. Other
companies, including the Company, received substantially less f r o m  the p o o l
than the amount billed to their interexchange carrier customers .
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By an Order adopted in 1987, the FCC changed its mandatory pooling
requirements. T h e s e  changes, which were effective April 1, 1989, permitted
the Company to withdraw from the pool and to charge CCL rates which more
c lose ly  re f lec t  the ir  non- tra f f i c  sens i t ive  costs . The Company is rtill
obligated to make contributions of CCL revenues to companies .who Fhoore to
continue to pool  non-traffic  sensitive costs so that the pooling companies can
charge a CCL rate no greater than the nationwide average CCL rate. In
addition to this continuing obligation, the Company has a transitional support
obligation to high cost companies uho left the pool in 1989 and 1990. This

These  long-termtransitional support obligation phases out over five pears.
and transitional support requirements will be recovered in the Company’s CCL
rates .

Dtortciation

Depreciation rates provide for the recovery of the Company’s investment in
telephone plant, and  are revised periodically to reflect more current
estimates of remaining service lives and future net sa lvage . The most recent
rev is ion , or represcription, of depreciation rates vas approved by the FCC in
mid-1990, retroactive to January 1, 1990. In January 1988, the FCC issued a n
Order requiring LECs such as the Company to amortize certain interstate
depreciation reserve deficiencies over a five-year period, retroactive to
January 1. 1987. The FCC had previously authorized the amortization of t h e s e
differences by the Company over a shorter period. In August 1991, the F C C
ordered the Company to amortize the remaining balance of the reserve
def i c ienc ies  over the period from July 1991 to June 30.  1992.

Interstate Access Rate of Return

Pursuant to rules it adopted in 1985 and 1986, the FCC prescribes the rate o f
return on the interstate access services of LECs  such as the C o m p a n y . The FCC
has set an 11.25% return for 1991 and beyond. T h i s  rate o f  re turn  stnms  as a
benchmark for regulation of the Company under price cap regulation. (Set
“Price Caps. ‘1)

The FCC had also adopted rate of return enforcement rules, vhich required
carriers to target their rates  to produce the prescribed return and to refund
automatically earnings in e x c e s s  of their allovablt return (the prescribed
target return plus an increment of 25 basis points on overall earnings or 40
basis points on each of three categories of service).  On January 22, 1 9 8 8 ,
the U.S. Court of Appeals for the District of Columbia Circuit held that the
FCC’s automatic refund rule vas arbitrary and capricious, and remanded t h e
case to the FCC so that it could, if it wished, promulgate a new refund rule.
The FCC subsequently stayed indtfinittly any requirement that carriers refund
excess  earnings for the initial enforcement period (October 1985 through
December 1986), during which time the prescribed rata of return was 12.75%.
The FCC has taken no action to revise  its enforcement rules. The FCC has,
however, permitted access customers to file complaints for danaget in vhich
the damages are calculated in accordance vith the  FCC’s tutomatic  refund
methodology. Appeals of the  FCC’s rulings permitting such complaints to be
filed were  dismissed as premature. The Company has settled the major complaints.
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Under FCC-approved tariffs, all of the Bell Atlantic telephone companies are
charging  uni form ra tes  for interstate access services (vith the exception of
Subscriber Line Charges) in all Bell Atlantic jurisdictions, and are  regarded
as a single unit by the FCC for rate of return measurement. A rupplcmentary
agreement covers the sharing of these interstate revenues vith affiliated
Chesapeake and Potomac Telephone Companies (CLP Companies).

Price Caos

On September 19, 1990, the FCC adopted “price cap” regulation as a replacement
for traditional rate of  return regulation for LECs,  such as the Company. The
nev system places a cap on overall prices for interstate services and requires
that the cap decrease annually, in inflation-adjusted terms, by a fixed amount
vhich is intended to reflect expected increases in  product i v i ty . The price
cap level can also be adjusted to reflect “exogenous” changes, such as c h a n g e s
in FCC separations or accounting rulss. LECs subject to pr ice  caps  have
somevhat increased flexibil ity to change the prices of  existing services
within certain groupings of  interstate services,  knovn as “baskets”.

Under price cap regulation, the Company can earn a rate of return on overall
investment  of up to 12.258 (100 basis points over the currently authorized
rate of  return of  11.25%). If the Company’s rate of return is betveen 100 and
500 basis points above the authorized rate of  return (that is,  currently,
betveen 12.25% and 16.251), the Company must share 501 of the earnings above
the loo-basis-point level  vith customers by reducing rates prospectively. All
earnings above the 500-basis-point  level must be returned to customers in the
form of prospective rate decreases. If, on the other hand, the Company’s r a t e
of return is more  than 100 basis points belov the authorized rate of r e t u r n
( that  i s , currently,  10.25%).  the Company is permitted to increase r a t e s
prospectively to make up the deficiency.

LEC price cap regulation took effect on January 1, 1991. The LEC price cap
order has been appealed by several parties to the United States Court o f
Appeals for the District of Columbia  Circui t . These appeals are being held in
abeyance pending the FCC’s resolution of pending petitions for,
reconsideration. Pending a decision on these appeals, vhich is unlikely to
occur within the next year, price cap regulation remains in effect for t h e
Company.

Computer Inaulrv  III

In AUgUSt  1985,  the FCC initiated Computer Inquiry III to re-examine its
regulations requiring that “enhanced services” (e.g. .  voice message serv ices ,
electronic mail ,  videotext gatevay,  protocol  conversion) be offered only
through a structurally separated subsidiary. In 1986, the FCC eliminated this
requirement, permitting the Company to offer enhanced services,.subject  to
compliance with a series of nonstructural  safeguards designed to promote an
effectively competitive m a r k e t . These safeguards include detailed cost
accounting, protection of  customer information and certain reporting
requirements.
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In June 1990, the United States Court of Appeals for the Ninth Circuit vacated
and remanded the Computer Inquiry III decisions, finding that the FCC had not
fu l ly  just i f i ed  those  dec is ions . On December 20, 1991, the FCC adopted an
order on remand which reinstated structural relief upon a company’8  compliance
with the FCC’s Computer III Open Netvork Architecture (ONA)  rcqufrements,  and
strengthened some of the nonstructural safeguards. In the interim, t h e
Company had filed an interstate tariff implementing the ONA requirements.
That tariff  became effective on February 2,  1992, subject to further
investigation. On March 9, 1992, the Company certified to the FCC that it had
complied vith all initial ONA  obligations and should be granted structural
relief  for enhanced  serv ices . The FCC is expected to rule on that
certif ication a f ter  mid-Apr i l  1992 .

The FCC’s December 1991 order has been appealed to various United States
Courts of Appeals by several parties. Pending decisions on those appeals,
vhich art not expected to occur before 1993, the FCC’s decision remains in
e f f e c t . If a Court again reverses the F C C , the Company’s right to offer
enhanced services could be impaired.

FCC Cost Allocation Rules

In 1987, the FCC adopted  rules governing (1)  the allocation of  costs betvetn
regulated and nonregulattd activities and (2)  transactions vith a f f i l i a t e s .
Pursuant to those rules , the Company has filed a cost allocation manual vhich
has been approved by the FCC.

The cost allocation rules apply to activities that  have  never  been  regulated
as communications common carrier offerings and to activities that have been
pre-tmptivtly deregulated by the FCC. The costs of these activities are
removed prior to the separations process and are allocated to non-regulated
activities in the a g g r e g a t e , not to specif ic  services for pricing purposes.
Other activities must be accounted for as regulated activities,  and their
costs  vi11 be subject to separations. T h e s e  includa (1) activit ies v h i c h  h a v e
been deregulated by the FCC vithout pre-•mpting state regulation, (2)
activities vhich have  been deregulated by a state but not the F C C  and  (3 )
“incidental activities,” which cannot, in the aggregate, produce more than  1%
of a company’s revenues.

The  a f f i l ia te  t ransac t ion  ru les  genera l ly  require  that assets b e  t r a n s f e r r e d
between affi l iates et market price, if such price can be established through a
tariff  or a prevailing price charged to third p a r t i e s . In the absence of s u c h
information, transfers from a regulated to an unregulated affiliate must be
va lued  at the higher of cost or fair market value, and transfers from an
unregulated to a regulated aff i l iate must be valued at the lower of cost or
fair market  v a l u e . Services provided to an aff i l iate must be valued at tariff
rates, or market prices if  the serv ice  i s  a l so  prov ided  to  unaf f i l ia ted
ent i t ies . If t h e  af f i l ia te  does  not  a l so  prov ide  the  servica  to  unaf f i l ia ted
e n t i t i e s , the price must be determined in accordance vith the FCC’s c o s t
al locat ion  pr inc ip les .
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The FCC has not made its rules pre-cmptive. State regulatory authorities a r e
f ree  to  use  d i f ferent  c o s t  a l locat ion  methods  and  a f f i l i a te  t ransac t ion  r u l e s
for in tras ta te  ra temaking, and to require carriers to keep separate allocation
records.

Teleohone  Company/Cable Television Cross-Ownershiv

In 1987, the FCC initiated an inquiry into vhether developments in the cable
and  te lephone  indus tr ie s  varranted  changes  in  the  “cross-ovnerahip” ru les
prohibiting telephone companies such as the Company from providing cable
serv ice  i n  the i r  serv ice  terr i tor ies  d i rect ly  or  ind irect ly  through an
a f f i l i a t e .

On November 22, 1991, the FCC released a Further Notice of Proposed Rulemaking
(FNPRM)  in  i t s  c ros s -ownersh ip  proceed ings . The FNPRH  proposes to permit
telephone companies such as the Company to provide video dial  tone service on
a common carrier basis.

The FCC also released a First Report and Order (Order) and a Second Further
Not ice  o f  Inquiry  (FNOI). In the Order, the FCC ruled that neither telephone
companies that provide video dial  tone service, nor video programmers that use
these  serv ices , are  required  to  obta in  loca l  cab le  f ranch i ses . The FNOI asks
for comments on vhether the FCC should recommend to Congress any changes i n
the statute prohibiting telephone companies from providing cable service i n
their telephone service areas:

Interconnection and Collocation

On June 6, 1991, the FCC released a Notice of Proposed Rulemaking (NPRM)  which
proposes to al lov third parties to collocate the ir  equipment  in ,  or very  near ,
t e l e p h o n e  company offices to provide special  access (private l ine) services t o
the  pub l i c . The  FCC's  stated purpose for the proposed rulemaking is  to
encourage  grea ter  compet i t ion  in  the  prov i s ion  of in ters ta te  spec ia l  a c c e s s
s e r v i c e s . The  PCC has  tentatively concluded that collocating par t ie s  would
pay the telephone company  an  interconnection charge that is  lover than t h e
exi s t ing  tar i f fed  ra tes  f o r  s i m i l a r  n o n - c o l l o c a t e d  s e r v i c e s . In the same
re lease , the FCC issued a Notice of I n q u i r y  (NOI) asking what policies i t
shou ld  adopt  in  regard  to  in ters ta te  svitched  a c c e s s  c o l l o c a t i o n . Comments
a n d  replier to t h e  NPRR  and NOI have  been  f i l ed  by  the  Be l l  At lan t i c  t e lephone
companies and others. The  FCC has  not reached a final decision in either p a r t
of the proceed ing , nor can the Company predict vhen such a decision vi11 be made

If the FCC permits increased compet i t ion  by  alloving collocation,  the
Company’s revenues could be adversely a f f e c t e d , although some of the lost
revenues would be offset by increased demand if ,  as the Bell  Atlantic
companies requested in their comments, the FCC provides the Company vith
g r e a t e r  p r i c i n g  f l e x i b i l i t y . Collocation for the provision of switched access
services vould result  in greater revenue losses to the Company than would t h e
spec ia l  acces s  co l loca t ion . The  Company  vi11 not be able to estimate the
revenue  impact  of either type of collocation unti l  the conditions of
collocation (if any) are determined and a n n o u n c e d  by the F C C .

- 8 -



The Chesapeake and Potomac
Telephone Company of Virginia

Intellinent  Networks

On December 6, 1991, the FCC issued a Notice of Inquiry (NOI) into the plans
of exchange carriers, including the Company, to deploy new “modular” network
architectures, such as Advanced Intelligent Network (AIN) technology. The NO1
asks what. if a n y , regulatory action the FCC should take to assure that such
architecture types are deployed in a manner that is “open, responsive, and
procompetitive. ” The FCC is still accepting comments on this NOI, and the
Company cannot predict vhen the FCC will issue an order in this proceeding.

The results of this inquiry could include a requirement that the Company o f f e r
individual components of  its seryices, such  as  svitching  and transport,  t o
competitors who vi11 provide the remainder of such services through their own
f a c i l i t i e s . Such increased competition could divert revenues from t h e
Company. However, deployment of AIN technology may also enable the Company to
respond more quickly and efficiently to customer  requests for nev services.
This could result in increased revenues from nev services that could at least
partially offset the expected competitive losses.

STATE REGULATION AND INTRASTATE RATES

The communications services of the Company are subject to regulation by t h e
Virginia State Corporation Commission (SCC) vith respect to intrastate rates
and services,  intrastate depreciation rates and other matters.

In August 1990, the Company made its first Annual Information Filing required
by the Experimental Plan for Alternative Regulation of Virginia Telephone
Companies. The SCC audited the cost allocations used to develop the f i l ing,
and its Staff approved revised cost methodologies. The Experimental Plan vi11
be reviewed by the SCC in 1992 to determine whether modifications to it are
necessary.

Effective January 1, 1991, the SCC approved the Company’s request to amortize
the deficiency in its accumula ted  deprec iat ion  reserve . As  a  resu l t ,
additional depreciation expense vas recognized in 1991 which  reduced th i s
def i c iency . The remainder of  this deficiency vi11 be amortized in 1992.

NEW  PRODUCTS AND SERVICES

Bell  Atlantic@ IO’” Serv ices

The Company has introduced the Bell Atlantic@ IQ *I Serv ices  f8mily  of c a l l i n g
features. These features include Identa Rings” setvice,  vhfch l llws a single
line to have multiple telephone numbers, each vith a d i s t i n c t i v e  r i n g ;  C a l l e r
ID,  which displays the number of  the call ing par ty ;  and  Repeat  Cal l ,  which
allovs  customers automatically to redial busy phone numbers.
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Other new servicer being offered by the Company include Return Call, vhich
allows  customers automatically to return the last incoming call, even vfthout
knoving the number; Ultra Fotvatdsm, vhich customers can use to program call-
fotvatding instructions; and Home Intercom. vhich allovs for phone to phone
dialing vithin the home.

Gattvav Services

The Company is continuing its service trials for Gattvay Services,  vhich
provide a single point of entry for users of personal computers to gain access
to multiple databases.

Information Services

The Company offers various types of information services, such as message
storage services, voice mail, electronic mail, and electronic data interchange
(see “Lint of Business  Restr i c t ions”) . The Company also offers Ansvtt Call, a
telephone ansveting service aimed at residential and small business customers.

COMPETITION

Regulatory proceedings, as vtll as nev technology, art cont inuing  to  expand
the types of available communications services and equipment and the number o f
competitors offering such services. An increasing amount of this competition
is from large companies vhich have substantial capital, technological and
marketing resources.

A substantial portion of the Company’s revenues from business and government
customers is derived from a relatively small number of large, multiple-line
subscribers.

The Company facts competition from alternative communications systems,
constructed by large end us.tts or by intettxchangt carriers,  vhich ate capable
of originating and/or terminating calls without the use  of  the local telephone
company’s plant.

Other potential soutccs of competition art cable television systems, shared
tenant aervlces  and other non-cattier systems vhich are capable of bypassing
the Company’s local plant either completely,  or partially,  through
substitution of special access for svitched access or through concentration o f
teltcommunications  traffic on fever of the Company’s l ines. In the
Washington, D.C. metropolitan area, Institutional Communications Company, in
vhich Htttopolitan Fiber Systems has acquired a controlling interest. has
deployed an optical fiber nttvotk to compete vith the Company in tha provision
of svitched and special access serv ices  and local services.
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Metropolitan Fiber Systems has filed petitions vith the FCC and the Department
of Justice seeking to require additional forms of  interconnection vith
telephone company facil it ies to enhance their competitive e f for ts .

Other potential  sources of  competition are cable television tpstCms,  shared
tenant services and other non-carrier systems vhich are capable of bypassing
the Company’s local plant either completely,  or partially,  through
substitution of special access for svftched access or through concentrat ion  o f
telecommunications traffic on fever of the Company’s lines.

The Company seeks to meet such bypass competition by maintaining competitive
cost-based prices for exchange access (to the extent the F C C  and state
regulatory authorities permit the Company’s prices to move tovard costs), b y
keeping service quality high and by effectively implementing advances i n
technology. (See “FCC Regulation and Interstate Rates - Interstate Access
Charges, ” “FCC Access Charge Pooling Arrangements,” and “Price Caps” above.)

Personal Communications Services

Radio-based personal communications services also constitute potential sources
of competition to the Company. The FCC has authorized trials of such
services, using a variety of technologies,  by numerous companies.  On
January 16, 1992. the FCC adopted a Notice of Proposed Rulemaking to allocate
a portion of the radio spectrum to emerging telecommunications technologies,
including Personal Communication Service (PCS). PCS consists of a series o f
vireless portable telephone services vhich vould allov customers to make a n d

receive calls from any location using small  handsets. If implemented, PCS and
other similar services would compete vith services currently offered by the
Company, and could result in losses of revenues to the Company, although t h e
Company may be able to derive nev revenues if it obtains authorization to
provide PCS or similar nev services. If PCS is implemented, the FCC is
expected to authorize more than a single service provider in each geographic
area.

Centrex

The Company offers Centrex service, v h i c h  is a  centra l  o f f i ce -based
communications system for business, government and other institutional
customers consisting of a variety of  integrated softvare-based features
located in a centralized switch or svitches  and extended to the customer’s
premises  pr imar i ly  v ia  loca l  d is tr ibut ion  fac i l i t i es . In the prov is ion  o f
Centrex, the Company encounters increasing competition from the providers of
CPE systems, such as private branch exchanges (PBXs). vhich perform similar
functions vith less use of  the Company’s svitching  facil it ies.
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Users of Centrex  systems generally require more  subscriber lines than users of
PBX systems of similar capacity. The PCC increased the maximum Subscriber
Line Charge on embedded Centrex lines to S6.00 effective April 1, 1989.
Increases in Subscriber Line Charges result in Centrex users incurring higher
charges than users of comparable PBX systems. Under the SCC’s Experimental
Plan for Alternative Regulation, the intercommunication portion of Centrex
service has  been classif ied as an actually competitive service and as such is
detar i f f ed . This enables the Company to charge rates for these services vhich
offset the effects of the higher Subscriber Line C h a r g e s .

IntraLATA  Comoetition

The ability of interexchange carriers to engage in the provision of intrastate
intraLATA toll  service in competition vith the Company is subject to atate
regulation by the SCC. Under current SCC regulations, interexchange carriers
are  permit ted  to  seek a certif icate to provide interLATh,  intrastate  serv ice ,
but applicants for a certif icate are required to block 1ntraLATA  ca l l ing  and ,
i f  ca l l s  are  not  b locked , to compensate LECs  for lost revenues. In February
1989, the SCC ordered an earlier investigation of intraLATA  competition be
continued generally until January 1, 1990. On February 14, 1990. the SCC
issued an Order inviting comments on intraLATA  competition from interested
part ies . The parties filed comments on March 16, 1990 addressing a number of
specif ic  questions on the i s s u e . The SCC has the issue under advisement.

Directory

The Company’s directory operations continue to face significant competition
from other prov iders  of director ies , as vell as competition from other
advertising media. In particular, the former sales representative of severa l
of  Bell  Atlantic’s telephone subsidiaries publishes directories competitive
with those produced by the Company. In February 1990, this publisher
announced that it  vas ceasing publication of  these competitive directories i n
Eastern and Central Virginia. It sti l l  publishes a  compet i t ive  d i rec tory  i n
Northern Virginia.

The Company faces increasing competition in the provision of coin telephone
serv ices .

Alternative operator service providers have entered into competition vith t h e
Company’s operator services product line.
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The Chesapeake and Potomac
Telephone Company of Virginia

CERTAIN CONTRACTS AND RElATIONSHIPS

The Company is a party to various arrangements for provision to the Company o f
management advice and assistance and of technical research and deve lopment .

Certain planning, marketing, procurement,  f inancial,  legal,  accounting,
technical support and other management services are provided for the Company
on a centralized basis  through Bell  Atlantic N e t w o r k  Serv ices  Inc .  (NSI) ,  a
s e r v i c e  s u b s i d i a r y  of B e l l  A t l a n t i c . Bell Atlantic Netvork Funding
Corporation provides f inancing services to the Company. Prior to 1990, the
Company shared the expenses of joint officers with The Chesapeake and Potomac
Telephone Company, The Chesapeake and Potomac Telephone Company of Maryland
and The Chesapeake and Potomac Telephone Company of West Virginia, also
whol ly -owned  subs id iar ie s  o f  Be l l  At lant ic .

The  seven  RWCs each own (directly or through  subs id iar ie s )  a  one-seventh
interest  in Bell  Communications Research, Inc.  (Bellcore). Pursuant to the
Plan, this organization furnishes the RHCs and their BOC subsidiaries with
technical assistance such as nctvork planning, engineering and software
development, as well as various other consulting services that can be provided
more effectively on a centralized basis. Bellcore  i s  t h e  c e n t r a l  p o i n t  o f
contac t  for  coord inat ing  the  e f for t s  of  t h e  RHCs in  meet ing  the  na t iona l
security and emergency preparedness requirements of the federal government.
It  also helps to mobil ize the combined resources of  the companies in t imes o f
n a t u r a l  d i s a s t e r s .

EMPLOYEE RELATIONS

As of December 31, 1991, the Company employed approximately 8,950 persons,
representing a decrease from the number of employees at December 31. 1990.
Approximately one-fourth of these employees are members of the centralized
staff of NSI, performing services for the Company on a contrac t  bas i s .

Approximate ly  861 of the employees of the Company are represented by the
Communications Workers of America union (WA), which is affiliated vith the
AFL-CIO.

U n d e r  the te rms of the three-year contracts ratif ied in September 1989 by
unions representing associate employees, represented  as soc ia tes  rece ived  a
base  vage  fncrease  of 2.251 and a cost of l i v ing  i n c r e a s e  of  1 .15% in  August
1991. Under the same contracts, associates received a Corporate  P r o f i t
Sharing payment of $480 per person in 1992 based upon the Company’8  1991
financial  performance.
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The Chcsrpeeke  and Potomac
Telephone Company of Virginia

Item 2. Properties

The principal properties of the Company do not lend themselves to simple
description by character and locat ion . At December 31, 1991; the Company’s
investment in plant, property and equipment  consists of the folloring:

C o n n e c t i n g  l i n e s . . . . . . . . . . . . . . . . . . . . . . . . . . . 47%
C e n t r a l  o f f i c e  e q u i p m e n t . . . . . . . . . . . . . . . . . . . 39
L a n d  a n d  b u i l d i n g s . . . . . . . . . . . . . . . . . . . . . . . . . 5
Telephone instruments and related equipment 2
O t h e r . . . . . . . . . . . . . . . . , . . . . , . . . . . . . . . . . . . . , ,  7

UI

“Connecting lines” consists primarily of  aerial  cable,  underground cable,
poles, conduit and vfring. “Central off ice equipment” consists of  svitching
equipment, transmission equipment and related facilities. “Land and
buildings” consists of land ovned in fee and improvements thereto, principally
centra l  o f f i ce  bui ld ings . “Telephone instruments and related
consists primarily of public telephone terminal equipment and
equipment. “Other” property  consists primarily of  furniture,
equipment, vehicles and other vork equipment.  capital  leases,
improvements and plant under construction.

equipment”
other tennlnal
o f f i c e
leasehold

The Company’s central offices are served by various types of swi tch ing
equipment. At December 31, the number of local exchanges served and the
percent of  subscriber l ines served  by each  type of  equipment are as fol lovs:

1991 1990
CI Loca l  $ o f  S u b s c r i b e r # Loca l  8 o f  S u b s c r i b e r

Exchanne  s Lines Served Exchanaes L i n e s  S e r v e d
Electronic 657 98% 631 973
Crossbar and other 9 2 11 3

666 WI 643 MI

An analysis of the estimated components of the Company’s construction program
for the last two y e a r s  i s  as  f o l l ows :

(In Thousands)

1 9 9 1 1990

Network grovth . . . . . . . . . . . . . . . . . . . . . . . . . . .
Network modernization . . . . . . . . . . . . . . . . . . . .
Network replacement . . . . . . . . . . . . . . . . . . . . . .
Netvork support . . . . . . . . . . . . . . . . . . . . . . . . . .
Market specific . . . . . . . . . . . . . . . . . . . . . . . . . .
Operations support . . . . . . . . . . . . . . . . . . . . . . .

Allovance  for funds used during
construction . . . . . . . . . . . . . . . . . . . . . . . . . . .

Total constructfon program . . . . . . . . . . . . . . .

$178,000 $208,900
102,500 74,500

38.300 39,200
28,000 32,400
24.400 18,600
10.400

381,600 Tit%9

- 14 -



The Chesapeake and Potomac
Telephone Company of Virginia

Item 3. Legal Proceedings

Pre-Divestiture Continncnt Liabilities

. .

The Plan provides for the recognition and payment by ATCT and the former BOGS,
including the Company, o f  l iab i l i t i es  that  are  at tr ibutab le  to  pre -Divest i ture
events but do not become certain until after Divestiture. These contingent
liabil it ies relate principally to l it igation and other claims with respect t o
the former Bell  System’s rates,  taxes, contracts and torts (including business
t o r t s , such as alleged violations of  the antitrust law). Except to the
extent that affected parties othervise  agree , cont ingent  l iab i l i t i es  that  are
at tr ibutab le  to  pre -Divest i ture  events  are s h a r e d  by AT&T  and the BOCs in
accordance with formulas prescribed by the Plan, vhether or not  an  ent i ty  vas
a party to the proceeding and regardless of vhtther an entity was dismissed
from the proceeding by virtue of settlement or othervise. Each company’s
allocable share of l iabil ity under these formulas depends on several factors,
inc luding  the type of  contingent l iabil ity involved and  each  company’s
relative net investment as of  the effective date of Divest i ture . Under the
formula generally applicable to most of the categories of these  cont ingent
l i a b i l i t i e s , the Company’s aggregate allocable share of liability is
approximately 1.69.

The Company’s share of  these l iabil it ies to date has not been material  to i t s
f inancial  position or results of  operations for any period.  While complete
assurance cannot be given as to the outcome of any contingent l iabil ities,  in
the opinion of the Company’s management, any monetary liability or financial
impact to which the Company is subject as a result of these contingent
liabil it ies is  not expected to be material  in amount to the f inancial  position
of the Company.

Pending  Cases

AT6T and  var ious  of i ts  subsidiaries and t h e  BOCs ( including in some c a s e s  t h e
Company) have been parties to various types of l it igation, including
l i t igat ion  invo lv ing  a l legat ions  of  violations of  ant i trust  lavs and  equal
employment laws. Most of  the l it igation alleging violations of the  ant i trust
laws has been resolved.  However, other matters are sti l l  pending. Damages,
if  any, ultimately auarded  in these remaining actions relating to pre-
Divestiture  events could have a financial impact on the Company whether or not
the Company is a defendant since such damages vi11 be treated as contingent
liabilitirs  and allocated in accordance with the allocation rules established
by the Plan . (See “Pre-Divestiture Contingent Liabilit ies” above.)

While complete assurance cannot be given as to the outcome of my litigation,
in the opinion of the Company’s management, any monetary liability o r
f inancial impact to vhich the Company vould be subject after f i n a l
adjudication of all of the foregoing actions vould not be material  in  amount
to the financial position of the Company.
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The Chesapeake and Potomac
Telephone Company of Virginia

Item 4. Submission of Hatters to a Vote of Security Holders (Omitted pursuant
to General Instruction J(2)) .

PART II

Item 5. Harkct for the Registrant’s Common Equity and Related Stockholder
Hatters (Inapplicable) .

Item 6. Selected Financial Data (Omitted pursuant to General Instruction
J(2)).
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The Chesapeake and Potomac
Telephone Company of Virginia

Item 7. Management’s Discussion and Analysis of Results of Oparat ions
(Abbreviated pursuant to General  Instruction 3(2)).

This  discussion should be  read in conjunction vith the  FinanCia1’Statements
and Notes to Financial  Statements included in the Index set forth on paSe F-l.

The Company incurred a net loss of 38.336,000 for the year cndad  December 31.
1991 due to tha Compmy*a l iectioa to adopt Statement of tinmcfel  Accounting
S t a n d a r d a  Ho. 106, Rtmployers’ AccountinS for Postretirement  Benefits O t h e r
Than Pensionr” ($tatemmt Me. 106). In  con junc t ion  with this  adoption, the
Company recordrd  s ouo-tbo. nm-caeh, after-trx ob.r#e of $124,013.000,
representing the actuarial  l iabi l i ty  for poatretiramant  health and l i f e
insurancr  bonrUtr r.tttibutablr t o  priox metvie@  ti m*tizad  a n d  actiaa.,
employa**. Income before the cmlative affect of the chaqo in l carrrring
principle in 1991 drcreared  $14,565,000, or 6.3%, from 1990 due  pr imar i ly  to
the  deprecia t ion in i t i a t i ve  and  re t i rement  incent ive  programs  d i scussed  belov.
The Company’s rates of return to average common equity vere (.0.7)t  and 16.5%
for the years ended December 31. 1991 and 1990, respectively.  The Company’s
rates of return on average total  capital  for the years ended  December  31 ,  1991
and 1990. vere  3.3% and 12.5%. respectively. The decrease in these rates of
re turn  also resulted from the adoption of Statement  No.  106 .

Oocratinn  Revenues for the year ended December 31,  1991 increased $60,581,000
or 3.7% over last yea r . The increase in total  operating revenues is c o m p r i s e d
of the fo l lowing :

(In Thousands)

local service . . . . . . . . . . . . . . . . . $21,078
Network access . . . . . . . . . . . . . . . . 21,874
T o l l  s e r v i c e  ,................. 151
Other . . . . . . . . . . . . . . . . . . . . . . . . . 1 7 . 4 7 9

-.

local service r e v e n u e s , earned from the provision of local exchange, local
pr iva te  l ine  and  pub l i c  t e lephone  services. increased in 1991 primarily due to
increased  revenues for custom call ing and other centra l  off ice  based  fea tures
of approximate ly  $ll,OOO,OOO, primarily as a result of  increased demand and a n
increase  %n the number and var ie ty  of these features.  Due to a change i n
pricing rtructure  approved by the Virginia State Corporation Commission (SCC),
directory,  a s s i s tance  revenues  increased  approximate ly  $5,000,000. Bas ic  loca l
service revenues  grew $4,600,000, or 0.7%, in 1991 88 compared to 1990 ,  but
this  increase was partially offset by a change in pricing structure and a
decrease in public coin telephone revenues, re f lec t ing  increased  compet i t ion
and the weakening  economic condit ions which began in latr 1990. Due to the
continuing economic slovdovn, netvork  access  lines in service g r e w  o n l y  2 . 2 %
in 1991 to 2.649.000 lines, as compared to a growth rate of 2.91 dur ing  1990.
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N e t v o r k  access revenues are received from interexchange carriers (IXCa) for
the use of the  Company’s  loca l  exchange  fac i l i t i e s  in  prov id ing  in~eratate  a n d
intrastate long-distance service to their c u s t o m e r s  and  f rom e n d - u s e r
subscr ibers . Svitched  access revenues are derived from usage based charges
pa id  by  the  IXCa for access  to the C o m p a n y ’s  n t t v o r k . Special access revenues
arise from access charges paid by subscribers who have private lines and tnd-
user revenues art earned from local exchange carrier (LEC) customers vho pay a
flat monthly charge, per access lint, for access to the nttvork.

Effective January 1, 1991, the Federal  Communications Commission (FCC) a d o p t e d
pr ice  cap  regu la t ion  a n d  l o v t r t d  t h e  a u t h o r i z e d  rate of  re turn  for  in ters ta te
access services from 12.0% to 11.25%. Price caps, a form of incentive
r e g u l a t i o n ,  l i m i t  p r i c e s  r a t h e r  than p r o f i t s . The  FCC’s  p r i c e  c a p  p l a n
inc ludes  a  shar ing  prov i s ion  whereby  in ters ta te  earn ings  above. cer ta in
thresholds are shared equally vith customers,  vhilt earn ings  above
substantially higher thresholds art returned entirely to customers. Sharing
occurs in the form of temporary prospective rate decreases. The Company
reduced its rates for interstate access services on January 1, 1991 to re f lect
the l o v e r  a u t h o r i z e d  rate of  re turn . I n  its  f irst  Annual Pr ice  C a p  T a r i f f
f i l ing, effective July 1,  1991, the C o m p a n y  fur ther  reduced  its rates.  T h e s e
tvo  rate r e d u c t i o n s , net of lover support obligations to the N a t i o n a l  E x c h a n g e
Carr ier  Assoc ia t ion  pool , reduced 1991 access revenues by approximately
$7,300,000.

Revenues  f rom nttvork access services increased 4.4t in 1991 as compared to
1 9 9 0  due in part to an increase of 3.9t in  n t tvork  acces s  minutes  of  use b y
IXCs, a n d  t o  a lesser e x t e n t . the increase  in  acces s  l ines  c i ted  above . These
increases vtrt partially offset by the aforementioned rate reductions, as well
as rate reductions during 1990.

Toll strrict revenues in 1991 vtrt substantially unchanged from 1990.

Other  opera t ing  revenues  inc lude  d i rec tory  adver t i s ing  revenuer  f rom the salt
of adver t i s ing  in  the C o m p a n y ’s  t e lephone  d i rec tor ie s ,  b i l l ing  and  co l l ec t ion
revenues  for  re la ted  serv ices  prov ided  to  in t t r txchange  carr iera ,  r e n t
r e v e n u e s  f o r  use of t h e  C o m p a n y ’s  facilitits by  a f f i l i a tes  and  non-af f i l i a tes
and premises services such as inside wire  ins ta l la t ion  and  main tenance . These
rtvtnuea increased in 1991 as compared to 1990 primarily due to greater
revenues  from directory advertising of approximately $9,000,000, driven by
h igher  rates. T h e  growth in advertising volumes,  hovever ,  has  been a d v e r s e l y
impacted @ the ueakened economy. Premises services revenues were u p
approxWaly  $5,200,000 primarily due to higher t i m e  and  mater ia l s  charges
and greeter deaand foqenhanctd  maintenance plans. T h e  i n s t i t u t i o n ,  i n  t h e
first  quarter oFS99l;%f  charges to cus tomers  foi late @ament  of,their bills
generated approximat8fy $7,900,006 in other opeiating  retenuoa.  These
increaser , along with an fncreere in revenues of approximately  $l.OOO,OOO for
various other nev l tndcts offered by the Company, vere partially offsee by a
$7,800.000 decline in revenues for bil l ing and collection se rv ices  prov ided  t o
intertxchangt carriers due to a decrease in the rates charged end the range of
strvicta  provided under long-term cont rac ts  negotiated in 1990.
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The Chesapeake and Potomac
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Oneratuenreg  for the year ended December 31. 1991 increased $84,093,000
or 6.9t over 1990. The increase in total operating expenses is comprised of
the fol lowing:

( In  Thousands)  *

Employee costs ..+..............
Depreciation and amortization . .
Other . . . . . . . . . . . . . . . . . . . . . . . . . .

$ 3,432
42,323

3 8 . 3 3 8
j84.093

Employee costs include salaries, wages,  commissions,  pension and benef i t
expenses and payroll taxes for employees paid directly by the Company.
Similar costs incurred by employees of Bell Atlantic Netvork Services, Inc.
(NSI) are allocated to the Company and are included in other operating
expenses. During 1991, Bell Atlantic and the Company offered retirement
incentive programs to eligible management and associate employees electing
early retirement. Approximately 480 employees retired by the end of December
under these programs.

Salary and vage expenses in 1991 include approximately $S,OOO,OOO of costs
associated vith the retirement incentive program for associate employees.
These  addi t ional  costs ,  as  veil as increases in sa lar ies  and  vagcs  re su l t ing
from annual vagc increases provided for in the labor contracts  covering
associate employees, and salary progressions for management employees, vere
mostly offset by the effects of hiring freezes and constraints on overtime,
lover accruals for performance avards and vorkforce reductions.

Benefit expenses for the year ended December 31, 1991 increased 3.5%. due
primarily to continuing increases in the costs of  providing health c a r e
benefits to both active and retired employees.  This increase included
approximately $l,SOO,OOO related to the adoption of Statement No. 106 and
approx imate ly  $92S,OOO  in costs associated with the rrtfremcnt incentive
programs for management and associate employees. The Company continued to
address  the  adverse  e f fec ts  o f  hea l th  care  in f la t ion  by  implcmentfng certa in
medica l  cost  conta inment  in i t iat ives  in 1 9 9 1  that vere included in the
aforementioned labor contracts. Additional cost sharing arrangements
affecting management employees retiring after December 31, 1991 vere also
announced  during 1991 in an effort to control future health care cost
increatar.

Depreciation and amortization expense in 1991 increased over the same period
in 1990 due primarily to the Company’s amortization of  a deficiency in i t s
accumulated reserve for depreciatfon  as approved by the SCC. In December
1991. approximately $33,500,000  in additional depreciation expense wae
recognized  related to this reserve def ic iency . The additional increase i n
1991 depreciation expense vas due primarily to the 4.91 growth in the
Company’s deprecfable  telephone plant.
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Other oprreting  expenses consist primarily of contrecttd services, including
ctntrelired  staff costs allocated from NSI, rtnes, other texts end other
general and administrative expenses. NSI provides engineering services,
capital menagtmtnt and other edministretivt and support services to the Bell
Atlantic affiliated telephone companies on a centralized basis. “Other
operating expenses grew $34,407,000,  or 7.1%, in 1991. Increased salts and
product management expenses of approximately $6,500,000, incrtesed customer
end directory expenses of approximately $10,400,000, end increased
expenditures for information management systems of approximattlp $14,900,000
contributed to this increase. These incrttsts include epproximettlp
$7,000,000 of incrtestd costs rllocattd to the Company by NSI es a result of
its adoption of Statement No. 106. Other operating expenses l lao reflect
estimated restructure related costs of approximately $7,035.000 l rrociated
with the management retirement incentive program discussed l bovt. A reduction
in product advertising expenditures of approximately $4,100,000 in 1991, es
compared to 1990, pertially offset these increases. Cost conteinmtnt policies
impltmtnttd by the Company in 1991. as well es a continuing effort to enhance
the efficiency of the Company's operations also helped to control these
increases.

Operating texts other then income texts grew approximately $3,900,000.
primarily due to increased property taxes resulting from the increased
assessment of property values.

 for the year ended December 31, 1991 dtcreertd
approximately $11,400,000  or 9.4% over 1990 due eo lower levels of taxable
income end adjustments to align the estimated tax provision for prior years
with actual texts paid. The Company's effective income tax race for the pear
ended December 31, 1991 was 33.61, compared to 34.3% for 1990. A
reconciliation of the statutory federal income tax rates to chest effective
rates is provided in Note 6 of Notes eo Financial Statements. A discussion of
the prospective impect of Statement of Financial Accounting Standards No. 109,
"Accounting for Income Texes," is l lro included therein.

Interest ExDenra for the year ended December 31, 1991 increased $2,000,000 or
2.3% over 1990, primarily due to higher avtregt levels of short-term debt
outstanding during 1991, offset pertielly by lower interest rates.

Federal wtotr - In June 1991, the FCC rtltesad a Notfce of
Propoeed Wlemeking (NPRH) which proposer to allow third parties to collocate
their tqdpmnt in, or vary nter, telephone company offices to provide special
sects8  (psivatt line) services to the public. The  FCC’8 stated purpose f o r
the proposed rultmeking is to encourage greater competition in the provision
of interstate special a c c e s s  s e r v i c e s . The FCC has tentatively concluded that
collocating parties would pey the telephone company an interconnection charge
that is lower then the existing teriffed rates for similar non-collocated
services. I n  the stme release,  t h e  FCC i s sued  a  Not ice  o f  Inquiry  (1001)
asking whet policies it should adopt in regard to interstate switched access
co l loca t ion . Comments end replies to the NPRn end NO1 htve boon filed by Bell
Atlant ic  and  o thers . The FCC has not reached l final decision in either part
of the proceeding, nor can the Company predict when such t decision will be made
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If  the CCC permits  increased competit ion by alloving collocation,  the revenues
of the Company vould be adversely affected, although some of the lost  revenues
vould be offset  by increased demand i f , as  the  loca l  exchange  carr ier s  (LECS)
requested in their comments, the FCC provides them vith greater pricing
f l e x i b i l i t y . Collocation for the provision of svitched access scn?ices vould
result in greater revenue losses to the Company than vould the special a c c e s s
co l loca t ion . The  Company  vi11 not be able to estfmate the revenue impact of
e i ther  type  o f  co l loca t ion  unt i l  the  cond i t ions  o f  c o l l o c a t i o n  (if  a n y )  a r e
determined and announced by the FCC.

Other Hatters - The Company has been designated a potential ly responsible
party by the U.S. Lnvironmental  Protection Agency in connection vith tvo
Super fund  sites. D e s i g n a t i o n  as.8 po tent ia l ly  re spons ib le  par ty  sub jec t s  the
named company to potential  joint liability for remediation and response costs
r e l a t i n g  t o  c l e a n u p  o f  t h e  a f f e c t e d  s i t e s . Although the amount of any s u c h
c leanup  cos t s , and the Company’s share thereof. cannot  be  quant i f i ed  a t  th i s
time, management  be l ieves  tha t  the  amount  of i ts  potential  l iabil i ty vould n o t
have  a  mater ia l  e f fec t  on  the  Company’s  f inanc ia l  conditi.on  or results  of
operat ions .

wn - During 1991, the Company generated $344,928,000 in cashF
f rom operat ing  ac t iv i t i e s ,  ne t  o f  d i v i d e n d s , compared to 8354,056,OOO in 1990.
In 1991, the Company invested $378,295,000  (net of reused materials  a n d
allowance for funds used during construction) in continued expans ion  and
technological  improvements to the netvork, compared to $393,641,000  in 1990.
Management estimates that 1992 gross capital expenditures vi11 approximate
$400,000,000.

As of December 31, 1991, the Company's debt ratio vas 46.1t, compared to 41.6%
at December 31, 1990. The debt ratio in 1991 vas significantly impacted by
the equity reduction associated vith the adoption of Statement  No.  106 .
Excluding this  effect,  the December 31, 1991 debt ratio vould have been 41.9%.

On January 21. 1992, the Company issued $100,000,000  of 7 l/g% debentures,  due
January  15, 2002, and $100,000,000  of 7 7/N debentures,  d u e  January  15, 2022,
through  a publ ic  o f fer ing . Nei ther  of the debenture issues are  ca l lab le  a t
the option of the Company or the holder prior to matur i ty . The net proceeds
from those issues vare used to refinance $200,000,000  of 9 l/21 debentures due
in 2019, vhich vere redeemed  by the Company on February 14, 1992 at a call
pr i ce  e-1 to 105.7t of the f a c e  value of the issue. As of the date of t h i s
report, the Company has an outstanding shelf registration, filed vith the
Securitfea and Exchange Commission (SEC) on April 6, 1990, alloving it to
i s sue  up  to  an  addi t iona l  $200,000,000 of d e b t  securfties.

Management believes that vorking capital and available credit facilities are
adequate to meet normal operating requirements, and that vhile presently
foreseeeb le  cap i ta l  requ irements  vi11 continue to be f inanced p r i m a r i l y
through internally genera ted  funds , some additional debt financing may be
needed  to maintain the Company’s capital  structure vithin management’s
gu ide l ines .
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Item 8. ?inancial  Statements and Supplementary Data.

The  in format ion  requ ired  by  th i s  Item is set forth on  pager  P- l
through F- 31.

Item 9. Changes in and Disagreements with Accountants on Accounting and
Financ ia l  Di sc losure .

None.

PART III

Item lO.Dircctors  and Executive Officers of the Regis t rant  (Omit ted  pursuant
to General  Ins t ruc t ion  J(2) ) .

Item 11. Executive Compensation (Omitted pursuant to General Instruction
J(2)).

Item 12. Security Ovnership  of Certafn Beneficial Owners and Hanagement
(Omft ted  pursuant to General  Instruction J(2)).

Item 13. Certain Relationships and Related Transactions (Omitted pursuant to
Genera l  Instruction J(2)).

PART IV

Item 14. Exhfbfts, Financial Statement Schedules and Reports oti Form 8 -R .

(a )  Documents  f i l ed  as part of the report:

(1) linancial Statements

SW Index to Financial Statements and Financial Statement Schedu le s
l ppe8ring on P8ge F-1.

(2) Financial  Statement Schedules

See Index to Financial Statements and Financial Statement Schedules
appearing on Page F- l .
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The Cheaapeake and Potomac
Telephone Company of Virginia

( 3 )  Exhibits

Exhib i t s  ident i f i ed  in  parentheses  be lov , on  f i l e  vith t h e  S e c u r i t i e s
and Exchange Commission (SEC), are incorporated herein by re ference
as  exh ib i t s  here to . .

Exh b t Numbe

3a  Cer t i f i ca te  o f  Incorporat ion  o f  the  reg i s t rant ,  a s  amended  July  28 ,
1977. (Exhib i t  (3)a to Form 10-K for 1985, File No. l-6964.)

3a(l) Certif icate of Amendment to the Articles of Incorporation of the

3b

4

10a

lob

2 4

2 5

r e g i s t r a n t , as amended August 24, 1990. (Exhibit 3a(l) to Form 10-K
for 1990, File No. 1-6964.)

By-Lavs of the registrant,  as amended January 1,  1990. (Exhib i t  (3)b
to Form 10-K for 1989, File No. l-6964.)

No instrument which defines the rights of holders of  long-term debt
of the registrant is filed herewith pursuant to Regulation S-K, I t e m
601(b)(4)(iii)(A). Pursuant  to  th i s  regula t ion ,  t h e  r e g i s t r a n t
hereby  e g r e e a  to furnish a copy  of any such inatrument to the  SEC
upon request.

Agreement Concerning Contingent Liabil it ies,  Tax Hatters and
Termination of Certain Agreements  among AT&T, Bell Atlantic, the Bell
A t l a n t i c  t e l e p h o n e  subs id iar ie s ,  end  cer ta in  o ther  par t ie s ,  da ted  as
of November 1, 1983. (Exhib i t  10h to Bell  Atlantic Corporation
Annual Report on Form 10-K for the year ended December 31, 1983,
r,eferred  to hereafter as “Bell Atlantic 1983 Form 10-K.“)

Agreement among Bell Atlantic Network Services, Inc. (formerly n a m e d
Bell Atlantic Management  Serv ices ,  Inc.) and the t e l e p h o n e
subsidiaries,  dated November 7,  1983. ( E x h i b i t  10i to  Be l l  At lant ic
1983 Form 10-K.)

Consent from Coopers 61 Lybrand.

(b)

on

A report on Form 8-K. dated January 15, 1992, was filed reporting on
Item 7 (Financial Statements and Exhibits) in connection with t h e
s a l e  o f  d e b t  s e c u r i t i e s .
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The Chesapeake and Potomac

Telephone Company of Virginia

SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

THE CHESAPEAEE AND POTOMAC TELEPHONE
COMPANY OF VIRGINIA

BY J. Robert Cross
J. Robert Cross

Controller

Uarch 26, 1992

Pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the folloving persons on behalf of the
registrant and in the capacities and on the date indicated.

Principal Executive Officer:
-

Hugh R. Stallard President and
Chief Executive
Officer

Principal Financisl Officer and Controller:

J. Robert Cross Controller

Directors:
Hason C. Andrew
Uillisr 1. Battle
Paula P .  Brovnlee
Warner F. Brundage, Jr.
C. Coleman Hcdahee
Josiah P. Rove, III
Dvight C. Schar
Hugh R. Stallard
Harrison B. Wilson
James R. Young

1

BY J. Robert Cross
J. Robert Cross

(individually and as
sttorney-in-fsct)
Harch 26, 1992
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THE CHESAPEAKE AND POTOMAC TELEPHONE COMPANY OF VIRGINIA

INDEX TO FINANCIAL STATEMENTS AND FINANCIAL STATEHENT SCHEDULES

Report of Management ,,,,............................................

Report of Independent Accountants .,...........................  ,.....

Statements of Income and Reinvested Earnings
For the years ended December 31. 1991, 1990 and 1989 . . . . . . . . . . . . . .

Balance Sheets - December 31, 1991 and 1990 ,........................

Statements of Cash Flovs
For the years ended December 31, 1991. 1990 and 1989 . . . . . . . . . . . . . .

Notes to Financial Statements ..,................,...................

Schedule V - Plant, Property and Equipment
For the years ended December 31, 1991, 1990 and 1989 . . . . . . . . . . . . . .

Schedule VI - Accumulated Depreciation
For the years ended December 31, 1991, 1990 end 1989 ,.............

Schedule VIII - Valuation and Qualifying Accounts
For the years ended December 31, 1991, 1990 and 1989 . . . . . . . . . . . . . .

Schedule X - Supplementary Income Statement Inform8tLon .'
For the yenrs ended December 31, 1991, 1990 and 1989 ..,...........

&gg

F-Z

F-3

F-4

F-6

F-8

F-9

F-25

F-29

F-30

F-31

Financi8&,8trtement  schedules other than those listed above have been omitted
either W#use the required information is contained in the financial
statemen- and notes thereto, or because such schedules are not required or
applicable.
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The Chesapeake and Potomac
Telephone Company of Virginia

REPORT OF MANAGEMENT

.

The management of The Chesapeake and Potomac Telephone Company of Virginia is
responsible for the financial statements and the information and
representations contained in this report. Hanagtmtnt btlitots  that the
financial statements have been prepared in conformity with generally accepted
accounting principles and-that the otker information in this report is
consistent vith those  s ta tements . Management is required to include in the
financial statements amounts, primarily related to matters not conc luded  by
year -end, that are based on management’s best estimates and judgments.

In meeting its responsibil ity for the financial statements of the C o m p a n y ,
management  maintains a strong internal control structure, including t h e
appropriate control environment, accounting systems and control procedures.
The internal control structure is designed to provide reasonable a s s u r a n c e
that assets are safeguarded from unauthorized use or disposition,  that
transactions are properly recorded and executed in accordance with
management’s authorization and that the financial records permit the
preparation of  reliable f inancial  statements. There are, hoverer,  inherent
limitations that should be recognized in considering the assurances provided
by the internal control structure. The concept of reasonable assurance
recognizes that the costs of the internal control structure should not e x c e e d
the benefits to be derived. The internal control structure is reviewed and
evaluated on a regular basis. Compliance is monitored by the internal
auditors through an annual plan of internal audits.

The Board of Directors pursues its reviev and oversight role for the financial
statements through an Audit Committee composed of three outside directors.
The duties of the Awiit Gosssfttte  include recommending to tha Board o f
Directors the appointment of an independent accounting firm to audit the
financial statements of the Company. The Audit Committee meets periodically
vith management and the Board of Directors. It also meets  vi,th
rcprtaentatives of the internal and independent auditors and revieva  the vork
of each to ensure that their respcctivt rcsponsibllities  are being carried out
and to discuss related matters. Both the internal and independent auditors
have direct access to the Audit Committee.

The finada statements of the Company have been audited by Coopers b
Lybrand, fndapendent  accountants, vhosc report is  included on the folloving
Pw .

J. Robert Cross
Controller
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